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INTRODUCTION 
One of the many responsibilities of the modern day accountant 
is to provide the financial information which makes rational 
economic activity possible. While this basic concept appears to be 
self-evident, the importance of it tends to be obscured or forgotten 
in the rigors of daily routine and pressure that accountants under­
go. Added to the other problems confronting not only accountants, 
but the financial and industrial community as well, is the more 
recently highlighted problem of appropriate financial reporting 
for the "conglomerate" enterprise. 
In response to many forces in American economic life, including 
the increasing hostility of the Antitrust Division of the Department 
of Justice and other administrative agencies to horizontal and 
vertical acquisitions, aggressive managements have turned in­
creasingly to the "conglomerate merger" as the means of growth 
through acquisition. A remoteness in the activity of the acquired 
enterprises from the previous range of activities of the acquiring 
company is characteristic in the "conglomerate merger." 
In establishing a definition of the word "conglomerate", 
Webster's Unabridged Third New International Dictionary offers the 
following: As an adjective made up of parts from various sources 
or composed of various kinds. As a verb to gather or collect 
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into a mass or coherent whole. As a noun a mixture gathered 
from various sources. 
Thus, the term "conglomerate" connotes much diversity, vast 
size, and extreme unrelatedness when used as a noun or adjective 
in business and industry. While this paper will primarily focus 
on "conglomerate" disclosure problems, the following types of 
diversified companies are also involved in the questions which 
have been raised: 
1. Horizontally integrated companies. Many large com­
panies have diversified by product lines in an effort 
to broaden their present administrative or marketing 
capabilities. Good examples are forest product com­
panies, which use their basic commodity—trees- and are 
involved in chemicals and paper; textile companies in 
industrial, consumer and intermediate markets; and 
major food companies which have products which cover the 
whole gamut of food manufacturing and distribution. 
These companies will frequently have expensive joint 
marketing costs shared by all product lines. Here the 
diversification comes by product rather than by basic 
industry. 
2. Vertically integrated companies. There are larger 
vertically integrated companies which engage in many 
different industries in the process of making important 
single end products. The automobile companies are 
frequently in the steel, glass, chemical, parts, and 
other industries in the effort to develop and control 
the cost and supply of their end products. Vertically 
integrated companies engage in numerous intercompany 
transactions before the final product is sold and would 
have a very difficult task of attributing their final 
profit with any degree of certainty to the industries 
involved in their activities. 
3. Defense and nondefense diversification. There are com­
panies which are primarily engaged in defense activities 
and diversify by taking on new nondefense work either 
through research and development or acquisitions. Their 
activities frequently Involve joint research and admini­
strative effort. 
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4. Retailers in manufacturing and service industries. 
Another group of diversified companies consists of 
highly integrated merchandising companies, which 
control some of their operations by the manufacture 
of important end products. Some large retailers com­
pete with many other kinds of retail and service 
business, including gasoline service stations, in­
surance companies and finance companies. Retailers 
develop gross margins by numerous departments and 
frequently allocate joint merchandising, advertising 
and administrative costs. 
5. Domestic and foreign operations. Foreign operations are 
a form of diversification and are usually conducted 
through subsidiary companies. Anyone familiar with 
the complexity of international operations knows that 
the subsidiaries themselves may not be meaningful 
economic units and, thus, another dimension on reporting 
may be required to obtain useful information in terms 
of diversification between U.S. and foreign operations. 
Frequently the results reported for operations in foreign 
countries represent incremental profits to the U.S. 
companies and do not include all research, marketing 
and administrative costs.1 
Because accountants have demonstrated an active interest in 
developing a cohesive and useful framework in regards to the problems 
surrounding the communication of published financial information, 
it seems only appropriate that research, published reports, and 
other pertinent professional opinions should be directed to the 
accounting profession. 
Thus, the objectives of this paper can be briefly outlined as 
follows : 
a) Demonstrate a need for improvement in present reporting 
practices of conglomerate enterprises; 
Albert J. Bowes, Jr., CPA "Problems in Disclosure of Segments of 
Conglomerate Companies", Journal of Accountancy, December 1966 
p. 34. 
b) Relate the total benefits to be derived from improved 
financial reporting by: 
1) The private and institutional investor; 
2) The private business sector of the economy; 
3) The public sector of the economy ; 
c) Present an alternative disclosure model that would over­
come many of the shortcomings of the present disclosure 
practices. 
The scope of the paper will concern itself only with des­
cribing and developing a conceptual framework for financial dis­
closure and will not focus on the underlying problems of individual 
asset valuations, price-level adjustments, etc. 
CHAPTER I 
NEED FOR IMPROVEMENT IN CONGLOMERATE DISCLOSURE 
Implicit in the fiduciary relationship between corporate 
stockholders and corporate managers is the right of the owners to 
secure an accounting of the stewardship from their managers. Be­
cause the owners of property were personally able to observe the 
handling of property in the earliest instances of stewardship, 
the value of the formal reports was minimized. Presently, however, 
the operations of the business entities have become so diverse that 
the formal report is one of the most important means available to 
owners in obtaining information as to the management of their 
capital. Indeed, it may well be that "without assurance of reliable 
economic data, the remote investor or creditor would probably not 
2 supply capital to the enterprise." 
While primary responsibility for financial reporting rests 
with management, the processing of financial data for remote external 
groups has become the responsibility of the accounting discipline. 
Accordingly, the accounting profession has concerned itself with 
the problem of the boundaries of disclosure and the extent of the 
^Herman W. Bevis, "The CPA's Attest Function in Modern Society", 
The Journal of Accountancy, February 1962, p. 31. 
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independent auditors' attest responsibilities. Because the economic 
conditions which affect the reporting of financial data are in a 
constant state of flux, a constant re-evaluation of disclosure 
practices is required if such economic data is to be meaningful. In 
light of the recent literature published in accounting journals, 
financial periodicals, and by the regulatory agencies of the 
government such a re-evaluation seems necessary. 
The current financial reports of most publicly owned companies 
in the United States include the consolidated results of operations 
for the overall business activity, including foreign operations. 
Traditionally, this report has included the balance sheet and the 
income statement, supplemented perhaps by a funds flow statement. 
Implicit in the selection of these statements for financial 
reporting is the assumption that the efficiency of management's 
actions can be determined from a study of the economic data the 
statements reveal. 
Questions have now been raised by financial analysts, investors, 
economists, and others and referred to the Securities and Exchange 
Commission as to whether these conventional statements provide 
adequate information when the business activities are a result of 
a consolidation of many diversified companies. Their argument was 
summed up by Chairman Manuel F. Cohen of the Securities and Exchange 
Commission when, on August 10, 1966 in Denver, he made the 
following statement: 
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We are looking at the possibility of requiring more detailed 
financial reporting from conglomerate companies whose opera­
tions include a number of distinct lines of businesses or 
classes of products or services within the same overall 
organization. The effect of consolidated financial state­
ments has been, at times, to obscure financial information 
which may be important to a sound analysis of the company's 
worth and future prospects.^ 
Again, on October 5, 1966, in Boston before the AICPA annual 
meeting. Chairman Cohen made the following additional comments 
after referring to the current widespread trend toward acquisitions 
and mergers : 
Where investors, and those professionals to whom I have alluded 
and who play such an important role in our scheme of things, 
formerly had separate financial statements which give more 
or less meaningful pictures of different operations, they may 
now receive figures which will tell them very little about 
anything.... 
When the figures published in the income statement combine the 
results of operations in different lines of business in which 
gross profit margins and net income differ sharply, they may 
be inadequate to convey meaningful information about the 
manner in which the company derives its income and may be more 
misleading than any of the alternative ways in which the 
divisional breakdown might be presented. In exploring and 
evaluating a new way of doing things, we should not overlook 
the fact that, in some areas at least, the weakness of the ^ 
present system may outweigh the dangers of the proposed one. 
These requests for further disclosure stem from the fact that 
overall operating results of "conglomerate" companies cannot be 
broken down using the traditional analytical methods. Analysts, in 
O 
Manual F. Cohen, "Analysts, Accountants and the SEC - Necessary 
Joint Efforts", Journal of Accountancy, August 1966, p. 58. 
^Manual F. Cohen, "The SEC and Accountants: Cooperative Efforts 
to Improve Financial Reporting", Journal of Accountancy, December 
1966, p. 56. 
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attempting to evaluate the relative market prices of securities, 
use industrywide price-earnings ratios. For example, in recent 
years office equipment companies have sold at high price-earnings 
ratios compared with tobacco companies. If a tobacco company, 
under a single corporate umbrella, acquires an office equipment 
company, the analysts would like to have knowledge of the relative 
profit contribution of each industry to the combined company. 
Revenue breakdowns by industry are helpful, but profit contributions 
more nearly meet the analysts' problem. 
The investment community appears to stand behind the SEC's 
effort to improve "conglomerate" disclosure practices. It is 
their contention, articulated to the Hart Subcommittee by Yura 
Arkus-Duntov, an investment officer with the Dreyfus Corporation, 
that without product-line or otherwise segmented reporting it is 
impossible for the investor to make an intelligent investment 
decision with respect to a conglomerate. Mr. Arkus-Duntov cited 
this example: 
"....one may take the case of a $1 billion 'conglomerate* 
company and, if one could have dissected its operations, one 
would have found that it had a division having a product 
distinctly unrelated to the main, historical business of the 
company and that this division contributed only 5% to gross 
revenues but 30% to profits. These profits resulted not from 
the outstanding performance of the particular division but, 
rather, from the very poor performance of the main business of 
the company. These facts, however, were not available in 
published reports and could not have been determined at that 
time unless one were on the "inside" or had the benefit of 
"inside" information. An investment in the company, therefore, 
had to be considered on the basis of wholly inadequate in­
formation. "5 
^Thomas Edward Lynch, C.P.A., "Diversified Reporting", Financial 
Analysts Journal, November 1968, p. 66. 
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Political implications of the problems involving conglomerates 
are evidenced by the testimony before congress of certain individuals 
who believe that financial reports of large "conglomerates" 
should be broken down to: 
1. Check on losses taken by divisions of large companies in 
competing with smaller companies. 
2. Disclose high profit margins to foster competition. 
3. Force large conglomerates to submit as much information as 
smaller single companies are already required to do. 
During the early part of 1965 the Subcommittee on Antitrust and 
Monopoly of the Senate Committee on the Judiciary headed by Senator 
Philip A. Hart of Michigan held hearings on "Mergers and Other 
Factors Affecting Industry Concentration." Among those present to 
testify on the effects of conglomerate acquisitions on the American 
economy was Professor Joel Dirlam of Rhode Island University. He 
said: 
"The relative profitability of different divisions and 
product lines should be brought out in order to appraise the 
competitive tactics utilizing diversification. We are operating 
in almost complete ignorance in this area when we do not know 
even the sales of many of the major firms in different lines, 
let alone the profitability or losses incurred in these lines. 
We cannot reach a judgment which is supportable in proposing 
legislation or changes in public policy. I would apeak also 
on behalf of the average investor who does not know what he is 
buying into when he purchases one of these large diversified 
firms. He has only the overall statement to go by. He judges 
then not the industry but the behavior of the firm itself, and 
he stakes his money on the management with a minimum of 
information. 
... On a more limited scale, I do think that an amendment to the 
Securities and Exchange Act could require that corporations dis­
close on a fuller basis than they do now their sales and 
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operating income from different activities in which they may 
be engaged. Such knowledge should be available both to the 
average investor and the antitrust authorities."6 
As a result of antitrust inquiry, the problem of conglomerate 
reporting has moved into the limelight. The primary argument in 
this area is that such disclosure is essential to permit an analysis 
as to the extent of concentration in any one industry. Willard F. 
Mueller, former Director of the FTC's Bureau of Economics, testified 
that segmented reporting was necessary for free competition to be 
effective. He said that such disclosure would indicate to potential 
competition the desirability of competing in a given market, that 
it would prevent a conglomerate food enterprise from overcharging 
in one area to subsidize operations in another area of more intense 
competition, and that it would preclude improper use of economic 
power by the conglomerate. It is interesting to note that Mr. 
Mueller's conception of appropriate reporting would include a 
geographical breakdown as well as a breakdown by product line. 
In evaluating the testimonies and literature that are critical 
of the present reporting practices of conglomerates, the desirability 
of segmented reporting by product line and geographical area is 
the most often mentioned. What then are the barriers to implementint 
what appears to be a necessary change in present day disclosure 
practices? 
^Hearings before the Subcommittee on Antitrust and Monopoly, 
Committee on the Judiciary, United States Senate, Eighty-Ninth 
Congress, First Session, p. 769. 
Hearings before the Subcommittee on Antitrust and Monopoly, 
Committee on the Judiciary, United States Senate, September 12, 1966. 
CHAPTER II 
PROBLEMS OF IMPLEMENTING THE NEEDED CHANGE 
The foregoing chapter disclosed the problems which originally 
arose in the context of antitrust hearings but quickly acquired the 
guise of a disclosure problem. The core of the difficulty lies not 
in disclosing revenues from the various activities of the diversified 
companies but rather in disclosing the profits of the individual 
segments. Numerous companies are disclosing their sources of 
revenues under relevant commission procedures and rules without 
undue protest or problem. 
Form S-1, the general form used to register securities under 
the Securities Act of 1933, and Form 10, the comprehensive form for 
registering securities under the Securities Exchange Act of 1934, both 
require that: "If the business consists of the production or dis­
tribution of different kinds of products or the rendering of 
different kinds of services, indicate, insofar as practicable, the 
relative importance of each product or service or class of similar 
products or services which contributed 15% or more to the gross 
g 
volume of business done during the last fiscal year." 
^Item 9, Form S-1, Item 3, Form 10 
11 
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Furthermore, form 8-K, which is used to report certain corporate 
events promptly after their occurrence, requires disclosure of 
comprehensive financial and other information concerning any acquisi­
tion of a "significant" amount of assets. "Significant" is defined 
as assets exceeding 15% of the registrant's consolidated total assets, 
or a business whose gross revenue for its last fiscal year exceeded 
9 15% of the aggregate gross revenues on a consolidated basis. Also, 
Rule 5-03 under the Commission's Regulation S-X requires that if an 
issuer derives revenues from both sales and services, and each ex­
ceeds 10% of the total, the contribution of each to gross income must 
be disclosed. 
Recently, the Securities and Exchange Commission has proposed 
rules to require broader disclosure of financial information by 
companies engaged in more than one line of business. They require 
that the following be reported on securities registration forms: 
"For each of the past five years the approximate amount 
or percentage of sales or operating revenues and contribution 
to net income attributable to each class of related or similar 
products or services, which contributed 10% or more to total 
sales and operating revenues; 
To the extent practicable, the amount of assets employed 
in each segment of the business for which operating results 
are reported; 
Where 10% or more of total sales and revenues are derived 
from operations outside the U.S. and Canada or from Government 
procurement or any single customer, similar information with 
respect to each such source and for any categories of products 
or services within each source which contributed 10% of the 
total company sales and revenues or net income as stated above." 
9ltem 2, Form 8-K 
l^Editor, "SEC Opposed on Conglomerate Disclosure Proposals", 
Management Accounting. December 1968, p. 55. 
13 
In response to an invitation issued by the SEC for comments on 
its proposals, the National Association of Accountants stated that 
the proposed amendments would be likely to fail in accomplishing 
their purpose since the proposals permit and encourage the allocation 
of joint costs. The allocation of joint or common costs is considered 
to be one of the most difficult problems involved in product-line 
disclosure. The position of the NAA is supported by a similar view­
point of the Accounting Principles Board which has commented as 
follows on the allocation problem: 
"Reporting profitability by segments may be practicable in 
those cases where the industry segments are relatively autonomous, 
rather than interdependent. There are many instances, however, 
where reporting on segments of a company's activities would 
require many estimates, assumptions, and arbitrary allocations 
and might result in information that would not be meaningful and 
could be misleading to investors. This is especially true 
where joint costs are involved or arbitrary transfer prices are 
used between major segments of a company."H 
The Financial Executives Institute, also responded with 
opposition to the proposals of the SEC. The Institute based its 
position upon a recent study conducted by Dr. Robert K. Mautz. 
Briefly the recommendations are: 
"A. Companies that operate almost completely within a 
broadly defined industry, or which are highly integrated, 
should not fractionalize themselves for reporting purposes. 
B. Companies which to a material degree (15% or more of a 
company's gross revenue) have activity in more than one 
broadly defined industry should meet the extended disclosure 
requirements, which include disclosure of sales or other gross 
revenue; and disclosure of the contributions to income either 
before or after the allocation of common or corporate costs. 
^Accounting Principles Board, "Disclosure of Supplemental 
Financial Information by Diversified Companies", Journal of Accounting, 
October 1967, p. 52. 
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C. Management, because of its familiarity with company 
structure, should determine the number and scope of a 
diversified company's reporting components. 
The proposals of the SEC and the Institute differ in four 
areas. The SEC proposals would seem to apply to companies which are 
unitary in nature, that is, it would seem to apply in all cases 
whether the information furnished would be harmful to the company 
and its investors. In addition, where the SEC would require dis­
closure on those segments of a company which contributed 10% or 
more to total sales and revenues, the study by the Financial 
Executives Institute recommends that a 15% or more figure be used. 
In regard to this deviation the FEI has stated the following: 
"Because of these findings and the longstanding practice of 
applying 15% as a guide, and recognizing the fact that the 
more a business is segmented the less accurate and dependable 
the results become, we feel that the proposed 10% is not 
supportable and that the need for it has not been demonstrated." 
The FEI objected to the proposed amendment regarding assets 
on the basis of the futility involved in identifying any substantial 
portion of assets with segmented sales or profits. The Institute 
raised objections to disclosure of segment financial information 
by companies doing business with the Government, a single customer 
or those conducting operations outside the U.S. and Canada, since 
this information would be extremely harmful to a company's competitive 
Thomas Edward Lynch, C.P.A., op. cit., p. 68. 
Editor, Management Accounting, op. cit., p. 56. 
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position. The FBI also objected to the requirement of disclosure 
for each of the five preceding years. It felt that disclosure of 
the last two preceding years was adequate. 
Prime opposition to proposals involving segment disclosures 
comes from corporate management. The Financial Executives Research 
Foundation carried out a study, the purpose of which was to determine 
what additional information could be presented without harming the 
company. The study brought out five of the more important reasons 
why management would oppose product-line disclosure. The reasons are: 
"A. Confidential information would be revealed to competitors 
about : 
1. Profitable or unprofitable products. 
2. Plans for new products or entries into new markets. 
3. Apparent weaknesses which might induce competitors 
to increase their own efforts to take advantage of 
the weakness. 
4. The existence of advantages not otherwise indicated. 
B. Information this made available would cause customers to 
challenge prices to the disadvantage of the company. 
C. Operating data by segments might be misleading to those 
who read it. 
D. The cost of providing segment data where it is not now 
prepared could be significant. 
E. Uniform reporting categories would be established which 
might call for additional expense in recording and reporting 
and which, because arbitrarily defined, might not fairly 
represent the operations of the enterprise as a going concern. 
Some fear that establishment of arbitrary reporting requirements 
might in turn lead to arbitrary rules for business activity to 
make the required reporting possible. 
Management's fears and objectives bring out many of the problems 
involved in product-line disclosure. Probably the most formidable 
^^Thomas Edward Lynch, C.P.A., op. cit., p. 67. 
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problem is the allocation of joint costs. Every diversified business 
of any size has joint costs for facilities, general and administrative 
expenses, research and product development, institutional advertising 
and various forms of taxes. Since these costs have no direct 
correlation with individual segments, the possibility that arbitrary 
methods can be used to either deliberately or unintentionally mislead 
the reader exists. 
Management's concern over the additional cost of providing 
further Information is valid in that expenses would increase. How­
ever, it should be remembered that the initial motivation behind 
financial reporting is to inform present and potential investors 
of the firm's financial position. If the investor requires further 
disclosure to be adequately informed, such additional cost may be 
necessary in order to induce the investor to supply the needed 
financial resources to the firm. Furthermore, the increased cost 
of disclosure might be more than offset by a lower cost of capital 
financing due to the fact that the potential investor can better 
assess the risk factor. 
Another of the arguments frequently voiced against requiring 
such reporting is the adverse competitive impact on the reporting 
company. In a sense this is the reverse of the argument of the ad­
vocates who contend that failure to report segmentally has anti-competitive 
consequences because it shelters a unit from the competition of those 
who might enter a market where profit is high. The argument of the 
opponents asserts that, by compelling such disclosure, competitors 
may learn about profitability, contribution margins, cost of sales 
17 
and similar types of pertinent information. Such reasoning appears 
to be unsound because present SEC rules require that total sales 
revenue be disclosed. Competitors, once knowing sales volume, could 
quickly estimate almost all of the major costs through engineer 
estimates and market price quotations. In addition, the recent 
increase in job-hopping at the executive level among large corpora­
tions would penetrate a large portion of the classified information. 
It should not be forgotten that many of the competitors of the 
conglomerates are unsegmented enterprises with a single product line 
which must now, if they are subject to SEC reporting requirements, 
make full public disclosure of these sensitive items. Thus, segment 
disclosure would place the conglomerate in a position equivalent to 
that of the single product competitor who is subject to SEC regu­
lations . 
The increasing participation of American corporations in overseas 
markets adds still another problem to the disclosure controversy. 
The following chapter will present an insight into the operation and 
reporting of foreign subsidiaries. 
CHAPTER III 
THE INTERNATIONAL SEGMENT 
The volume of international business conducted by United 
States-based companies has been growing rapidly in the past decade. 
The new internationalism found in some corporate annual reports is 
a major development in corporate financial reporting. For example, 
the annual reports of Proctor & Gamble have had separate sections 
dedicated entirely to the international business sector since 1965. 
Continental Oil Company's 1968 annual report broke down their 
consolidated income figure to reflect the contribution to profit of 
various international segments.In spite of recent signs of 
progress, accountants have not become totally aware of the signi­
ficance and the stake the American economy has in international 
development. 
A number of international institutions concern themselves with 
the problem of international economic development, but the one most 
directly concerned with the private sector in the developing countries 
is the International Finance Corporation, an affiliate of the World 
Bank. As an investment institution, the IFC is designed to encourage 
^^Annual Report, Continental Oil Company, 1968. 
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the growth of productive private industry. It provides financing, 
in association with private investors, in cases where sufficient 
private capital is not available. Furthermore, it seeks to create 
investment opportunities by bringing together domestic and foreign 
investors and it endeavors to stimulate the flow of private capital 
into productive investment. 
Former executive vice president of IFC, Martin M. Rosen, stated 
the following: 
"We have consistently found that there are two key 
elements which determine the success of IFC investment 
projects. These two elements are accounting control and 
management capability. Effective accounting controls and 
accounting practices will tend to have a stimulating effect 
on the flow of foreign and domestic private capital. The 
impact which accountancy has, and the role it could play 
in overall economic development, is more extensive and 
influential than is generally recognized."16 
The interdependency between economic decisions made on the 
business level and their impact on the national and international 
economic and political scene demonstrates the need for accurate 
economic and financial data. Clear economic information is necessary 
in order for private capital to be rationally invested. 
The American auditing profession has undoubtedly been an 
important factor in the development of a capital market under which 
massive funds are rapidly accumulated from widely dispersed sources 
and put at the disposal of industry in general. The investment of 
this capital in plant and machines and in working funds in the U.S. 
^^Roy Blough, "International Developments Affecting Business", 
Journal of Accountancy. February 1965, p. 34. 
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has contributed substantially to industry volume and productivity. 
Capital accumulation from widely dispersed sources is dependent in 
part upon reports of financial condition and results of operations 
the credibility of which must not be in doubt. The accounting 
profession has supplied the creditility by establishing an image of 
integrity, independence and competence to those investors who rely 
on published financial reports as a basis for their commitments. The 
same can be said for the United Kingdom. There, too, can be found 
an industrial economy with a massive accumulation of capital funds 
from widely dispersed sources, an extremely active capital market, 
and a long-established and highly respected independent accounting 
profession. It is unlikely that the former could have existed with­
out the latter. 
The growing trend of international investments by the private 
sector creates a new challenge that the accounting profession must 
attempt to solve if the financial statements are to remain a useful 
tool in the allocating of financial resources. A research project 
involving international financial reporting practices was conducted 
and financed by The Price Waterhouse Foundation, Ernst & Ernst Founda­
tion, The Ford Foundation and the Graduate School at the University 
of Washington to determine the relative size of the international 
business activity. The following tables illustrate the magnitude 
and importance of foreign sales and earnings in the consolidated 
statements of United States corporations.^^ 
^^Kenneth B. Berg, Gerhard G. Mueller, Lauren M. Walker, "Annual 
Reports Go International", Journal of Accountancy. August 1967 
EXHIBIT I 
INTERNATIONAL SALES BY SELECTED UNITED STATES CORPORATIONS 
(In Millions of U.S. Dollars) 
Sales 
Total International 
Consolidated Net 
Company Net Salés Sales Percent 
Caterpillar tractor 1,405.3 607.3 43 
Colgate Palmolive 862.1 462.0(a) 54 
Corn Products 978.5 425.8 44 
Du Pont 2,999.3 334.0 11 
Eastman Kodak 1,813.0 495.7(a) 27 
Ford Motor 11,536.8 N/A 22(e) 
General Mills 559.0 N/A N/A 
General Motors 20,734.0 2,767.5(b) 13(b) 
.Goodyear Tire 2,226.3 N/A N/A 
IBM 3,572.8 1,085.5(a) 30Ca) 
International Harvester 2,336.7 662.0 28 
International T & T 1,782.9 N/A 59(e) 
Litton Industries 915.6 N/A N/A 
MMM (3M) 1,000.3 N/A 30(e) 
Philip Morris 701.5 N/A 18Ce) 
Proctor & Gamble 2,058.6(c) N/A N/A 
Sears Roebuck 6,390.0 467.1(d) 7 
Singer 979.8 509.5 52 
Standard Oil (N.J.) 12,493.0 N/A N/A 
Upj ohn 242.4 50.3 21 
(a) Excludes international business by parent company 
(b) Outside the United States and Canada 
(c) For fiscal year ending June 30, 1965 
(d) No consolidated; not fully owned; Canadian currency not translated 
(e) Estimated 
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EXHIBIT II 
INTERNATIONAL EARNINGS BY SELECTED UNITED STATES CORPORATIONS 
(In Millions of U.S. Dollars) 
Earnings 
Total International 
Consolidated Net 
Company Net Earnings Earnings Percent 
Caterpillar Company 158.5 N/A N/A 
Colgate Palmolive 28.0 N/A N/A 
Corn Products 54.7 25.9 47 
Du Pont 407.2 N/A N/A 
Eastman Kodak N/A 43.0(a) N/A 
Ford Motor 703.0 N/A 12(e) 
General Mills 20.4 N/A N/A 
General Motors 2,125.6 143.0 7(b) 
Goodyear Tire 109.2 36.4(a) 33(a) 
IBM 476.9 144.0(a) 30(a) 
International Harvester 100.6 18.8 19 
International T & T 76.1 N/A 60(e) 
Litton Industries 39.8 N/A N/A 
MMM (3M) 116.4 N/A N/A 
Philip Morris 26.5 N/A N/A 
Proctor & Gamble 133.2 23.2(a) 17(a) 
Sears Roebuck 323.3 15.0(d) 5 
Singer 44.5 N/A N/A 
Standard Oil (N.J.) 1,035.7 617.0 60 
Upj ohn 37.2 7.2 19 
(a) Excludes international business by parent 
(b) Outside the United States and Canada 
(c) For fiscal year ending June 30, 1965 
(d) Not consolidated; not fully owned; Canadian currency not translated 
(e) Estimated 
22 
23 
Although the SEC doesn't require a breakdown of sales or profit 
by international segments, it is interesting to note that eleven of 
the twenty companies surveyed voluntarily supplied the information 
in their annual reports. Such diversified companies as General 
Motors, IBM, and International Harvester, though they are not con­
sidered classic "conglomerates", were able to determine segment 
earnings in spite of the aforementioned difficulties. On the other 
hand, Litton Industries refrained from giving any breakdown at all. 
The internal reports of the corporations would contain all the 
essential data for international segment reporting because the com­
panies would be subject to foreign taxes on profits earned in other 
countries. In addition, most efficient managers would require 
up-to-date financial data that would depict the profitability of 
various foreign segments as a basis for its own decision-making 
and future policy. Proper financial disclosure of a firm's status 
and operations, and information about its prospects, would greatly 
enhance the often so badly needed public confidence. The argument 
that disclosure of financial information will damage a company's 
competitive position must be considered highly exaggerated. 
If the Investor is to be well served by meaningful financial 
statements it is time that the business and accounting community 
seriously consider alternatives to present day disclosure practices. 
The following chapter presents a framework for financial disclosure 
that overcomes the primary criticisms that have been leveled at 
current practices. 
CHAPTER IV 
IMPROVING THE FRAMEWORK OF DISCLOSURE 
In the last decade, accounting has undertaken a new conceptual 
approach for providing management with the type of financial data 
that is needed for decision making purposes in the modern business 
world. Such techniques as direct costing, relevant costing, 
probability theory, and dlscounted-cash-flow are among the many 
tools of the present day industrial accountant. While these more 
sophisticated methods of accounting are commonly recognized as 
useful for decision making purposes, they have not been considered 
necessary in providing a "fair" financial statement for external 
users. 
The balance sheet, income statement, and more recently the 
source and application of funds statement have long been considered 
as the standard statements for stockholders and creditors in assessing 
the stewardship of the corporate managers. Many of the basic 
accounting principles surrounding the construction of these state­
ments have been handed down from a point in time when the statements 
reflected the results of operations of a relatively small company 
engaged in the sales and production of a single product line. The 
complexion of the corporation has changed substnatlally since then, 
but the principles of financial disclosure have remained relatively 
the same. 
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Part of the problem has arisen from the public accounting 
profession's attempt to communicate the results of rather complicated 
financial data in such a way that the lay reader can fully under­
stand them. When such a consolidated financial disclosure is made 
of a "conglomerate" enterprise, the statements, while being "fair", 
are meaningless as a tool for determining future profitability. 
Another fear commonly expressed by the public accounting profession 
is that of revealing information that might possibly mislead a 
potential investor or creditor. Concentration on the dangers of 
creating false impressions has no doubt saved many investors from 
being swindled. It has also had the far less publicized result of 
preventing a much greater number of investors from getting in­
formation they vitally need to make sound investments. No matter 
what precautions are taken or what rules followed, it is always 
possible a financial statement will be misleading or misinterpreted.... 
unless of course accountants choose to say nothing. Millions of 
basically honest managers, shareholders, debtors and creditors must 
not be prevented from communicating with each other effectively 
simply because allowing them to do so would enable a relatively small 
group of the fraudulently minded to deceive the lay investor. 
It must be realized that the statement reader is also a 
decision maker whose choice could have an influential effect on the 
corporate managers' ability to obtain the necessary additional 
capital. If the reader is to assess the stewardship of the managers 
effectively, it would appear that he should have access to some of 
the same forms of information the managers have. 
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An income statement and accompanying supplementary financial 
data are presented on the following pages to illustrate an alternative 
to present disclosure practices of "conglomerates". The suggested 
disclosure format would overcome many of the criticisms that have 
been leveled in the previous chapters. An analysis of the state­
ments follows. 
Exhibit No. 3 
This exhibit is the primary statement. It is constructed to 
show revenues by product line and geographical area. Product line 
revenues are broken down into the four major groups and a "general 
segment" column is added to cover revenues generated from miscellaneous 
sales. The present guidelines established by the SEC call for dis­
closing sources of revenue that contribute in excess of 15% of the 
total sales. As previously discussed, this guideline has undergone 
much criticism for being inadequate because the rate does not take 
into consideration the total volume of sales. "Conglomerates", by 
their very nature, are large corporations with sales revenues 
ranging up to and over a billion dollars. Using the 15% disclosure 
rate would mean a large corporation could ignore revealing the 
source of revenues that were in excess of 150 million dollars. 
Adopting the recommended rate of 10% would not solve the problem. 
An alternative which might be more acceptable would be to set up 
a sliding percentage rate scale based on the total volume of 
company sales as follows. 
EXHIBIT NO. 3 
ZUTRON INDUSTRIES 
Income Statement 
For Year Ended December 31, 1969 
(In Millions of Dollars) 
Meat Distilled General 
Sales by Area Total Packing Chemical Textile Beverage Segment 
U.S. & Canada 594 205 160 92 117 20 
Europe 357 150 60 50 82 15 
Other-Western Hemisphere 283 110 36 40 87 10 
Eastern Hemisphere 114 50 18 16 23 7 
Total Transfers 1,348 515 274 198 309 52 
Less Intercompany Sales 48 15 10 12 9 2 
Net Product Line Sales 1,300 500 264 186 300 50 
Product Line Percentage 100% 38% 21% 14% 23% 4% 
Prime Cost of Sales: 
Labor 464 150 100 60 140 14 
M aterials 466 250 80 30 90 16 
Total Prime Cost 930 400 180 90 230 30 
Prime Profit 370 100 84 96 70 20 
Product Line Percentage 100% 27% 23% 26% 19% 5% 
Escapable Expenses: 
Selling costs 32 8 6 6 10 2 
Depreciation 51 12 14 15 9 1 
Research & Development 25 3 12 8 2 0 
Advertising (Escapable) 43 6 11 9 16 1 
Administrative Expense 62 10 18 20 12 2 
Total Escapable 213 39 61 58 49 6 
Profit Contribution 157 61 23 38 21 14 
Product Line Percentage 100% 39% 15% 24% 13% 9% 
Non-Escapable Expenses: 
Administrative Expense 44 15 7 9 6 7 
Depreciation 4 - - - - 4 
Advertising 6 - - - - 6 
Research & Development 8 - - - - 8 
Total Non-Escapable 62 15 7 9 6 25 
Net Profit Before Taxes 95 46 16 29 15 (11) 
Income Taxes (Allocated 46 20 7 13 6 0 
Net Profit 49 26 9 16 9 (11) 
Product Line Percentage 100% 53% 18% 32% 18% (21%) 
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EXHIBIT NO. 4 
ZUTRON INDUSTRIES 
Balance Sheet 
December 31, 1969 
(In Millions of Dollars) 
Analysis of Assets By Product Line 
Assets Total 
Meat 
Packing Chemical Textile 
Distilled 
Beverage 
Cash $ 9 - - - -
Marketable Securities 12 - - - -
Receivables, (Net) 67 $ 26 $ 14 $ 12 $ 11 
Inventories 89 30 18 21 17 
Total Current Assets $177 N/A N/A N/A N/A 
Investments (Long Term) 30 - - - -
Plants & Equipment 177 55 40 46 28 
Accumulated Depreciation (34) (15) (7) (6) (3) 
Other Assets 37 10 9 8 7 
Total Assets $387 
Liabilities 
Accounts Payable 33 13 7 7 4 
Accrued Expenses 11 4 3 2 1 
Taxes 36 6 7 8 10 
Current Liabilities $ 80 23 17 17 15 
Long Term Debt 150 - - _ -
Total Liabilities $230 
Equity 
Preferred Stock 20 _ _ _ 
Common Stock 100 - - - -
Retained Earnings 37 - - - -
Total Stockholders Equity $157 - - - -
Total Liabilities and 
Equity $387 
General 
Segment 
$ 9 
12 
4 
3 
N/A 
30 
8 
(3) 
3 
2 
1 
5 
8 
150 
20 
100 
37 
$157 
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EXHIBIT NO. 5 
ZUTRON INDUSTRIES 
Balance Sheet 
1965-1969 
(In Millions of Dollars) 
Analysis of Assets by Geographical Area 
U.S. and Other Western Eastern 
Assets Total Canada Europe Hemisphere Hemisphere 
Cash $ 9 5 2 1 1 
Marketable Securities 12 10 2 0 0 
Receivables (Net) 67 40 17 7 3 
Inventories 89 53 20 12 4 
Total Current Assets $177 108 41 20 8 
Investments (Long-term) 30 20 8 1 1 
Plant and Equipment 177 101 40 22 14 
Accumulated Depreciation (34) (20) (8) (4) (2) 
Other Assets 37 26 8 2 1 
Total Assets $387 235 89 41 22 
Liabilities 
Accounts Payable 33 20 8 3 2 
Accrued Expenses 11 6 3 1 1 
Taxes 36 19 9 6 2 
Current Liabilities $ 80 45 20 10 5 
Long-term Debt 150 120 27 2 1 
Total Liabilities $230 $165 $47 $12 $ 6 
Equity 
Preferred Stock 20 N/A N/A N/A N/A 
Common Stock 100 N/A N/A N/A N/A 
Retained Earnings 37 N/A N/A N/A N/A 
Total Stockholders Equity $157 
Total Liabilities and 
Equity $387 
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EXHIBIT NO. 6 
ZUTRON INDUSTRIES 
Consolidated Balance Sheets 
1965-1969 
Assets 1965 1966 1967 1968 1969 
Cash $ 6 $ 7 $ 8 $ 10 $ 9 
Marketable Securities 10 11 13 8 12 
Receivables (Net) 47 50 49 56 67 
Inventories 72 68 78 91 89 
Total Current Assets $135 $136 $138 $155 $177 
Investments (Long-term) 27 30 35 28 30 
Plant and Equipment 137 143 151 165 177 
Accumulated Depreciation (19) (22) (27) (31) (34) 
Other Assets 26 29 31 36 37 
Total Assets $306 $316 $328 $353 $387 
Liabilities 
Accounts Payable 24 26 28 27 33 
Accrued Expenses 6 9 10 12 11 
Taxes 20 26 28 31 36 
Current Liabilities 50 61 66 70 80 
Long-term Debt 131 128 130 140 150 
Total Liabilities $181 $189 $196 $210 $230 
Equity 
Preferred Stock 21 20 18 20 20 
Common Stock 90 90 93 95 100 
Retained Earnings 14 17 21 28 37 
Stockholders Equity $125 $127 $132 $143 $157 
Total Liabilities 
and Equity $306 $316 $328 $353 $387 
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EXHIBIT NO. 7 
ZUTRON INDUSTRIES 
Percentage Analysis of Sales by Product Lines 
1965-1969 
Product Lines 1965 1966 1967 1968 1969 
Meat Packing 62 58 58 42 38 
Chemical 21 23 22 24 21 
Textile 14 15 11 13 14 
Distilled Beverage N/A N/A 6 16 23 
General Segment 3 4 3 5 4 
Total 100% 100% 100% 100% 100% 
ZUTRON INDUSTRIES 
Percentage Analysis of Profit Contribution by Product Lines (f) 
1965-1969 
Product Lines 
% 
1965 
% 
1966 
% 
1967 
% 
1968 
% 
1969 
Meat Packing 58 56 49 46 39 
Chemical 15 17 19 18 15 
Textile 19 21 21 23 24 
Distilled Beverage N/A N/A 2 6 13 
General Segment 8 6 9 7 9 
Total 100% 100% 100% 100% 100% 
(f)Before inclusion of Non-Escapable cost and before income taxes. 
ZUTRON INDUSTRIES 
Schedule of Sales, Net Profit and Earnings Per Share 
1965-1969 
(In Millions of Dollars) 
1965 1966 1967 1968 1969 
Sales $825 $900 $980 $1,150 $1,300 
Net Profit (After 
Taxes) 31 35 37 42 49 
Earnings Per Share 
(Common) $3.75 $4.00 $4.30 $4.75 $5.25 
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EXHIBIT NO. 8 
ZUTRON INDUSTRIES 
Percentage Analysis of Sales by Geographical Area 
1965-1969 
% % % % 
Area 1965 1966 1967 1968 1969 
U.S. and Canada 51 48 45 42 44 
Europe 24 26 27 28 26 
Other Western Hemisphere 24 24 24 23 21 
Eastern Hemisphere 1 2 4 7 9 
Total Sales 100% 100% 100% 100% 100% 
ZUTRON INDUSTRIES 
Percentage Analysis of Profit Contribution By Geographical Area^^^ 
1965-1969 
% % % % % 
Area 1965 1966 1967 1968 1969 
U.S. and Canada 63 59 57 54 52 
Europe 17 21 23 24 20 
Other Western Hemisphere 19 18 16 17 18 
Eastern Hemisphere 1 2 4 5 10 
Total Profit Contribution 100% 100% 100% 100% 100% 
(f^Before inclusion of Non-escapable Costs and before income taxes. 
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(In Millions) 
Sales Volume $100 $300 $500 $700 $1,000 
Rate to Apply 15% 12% 10% 7% 5% 
Such a scale would not only help the investor but serve the 
anti-trust authorities in disclosing the effect of competitive 
practices of large "conglomerates" on the small corporations. 
Helping to prevent unfair pricing practices and other forms of 
unfair competition from hindering the "free enterprise" system is 
a commendable role that the Accounting Profession could aid con­
siderably through developing constructive disclosure policies. 
In addition, the statement is designed to overcome the 
problem of arbitrary allocation among product line by showing the 
profit contribution before inclusion of the common costs. This 
approach is not to be construed as "direct costing". Both variable 
and fixed costs will be assigned to a product line in determining 
the profit contribution figure. A product line would be assigned 
all costs that would disappear if the product line were dis­
continued. This cost accounting technique is commonly used in 
industry for assigning management teams with responsibility segments. 
Showing profit contributions before general allocation of common 
costs reveals to the investor the importance of each product line 
to the total profit. Inclusion of the general non-escapable ex­
penses will usually result in the "general segment" incurring a 
loss. This should have little or no real effect in the statement's 
ability to reflect the profitability of the various product lines. 
Disclosing the revenues by geographical area enhances the 
statements considerably. For instance, assume the Common Market 
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should decide to adopt high protective tariffs and initiate 
regulatory measures that would tend to restrict the free flow of 
capital between overseas countries. It would be of interest to 
an existing or potential investor to know the volume of business 
being conducted by a conglomerate in this area. Such information 
is also of interest to the governmental agencies that are con­
cerned with the impact of U.S. corporations in overseas markets. 
Exhibit No. 4 
A balance sheet breakdown by product line gives the state­
ment reader some insight as to the amount of investment that is 
required in each product area. Identifying balance sheet account 
items such as cash, marketable securities, long term debt, and the 
stockholder equity accounts by product line would be difficult and 
the results would not be meaningful. Balance sheet totals could be 
used in determining most of the relevant ratios because cash is 
a freely transferable item that can be used to liquidate a 
liability in any of the product line segments. The receivables, 
inventories, and fixed asset accounts could prove to be meaningful 
in determining other pertinent financial ratios and should be 
broken down into separable categories. 
Exhibit Nos. 5 and 6 
A geographical breakdown of the distribution of assets pro­
vides supplementary information that could be used by potential 
investors and creditors. Such material would aid in answering 
35 
questions like the following: "What area of the world is the 
company directing their expansion?" and "What will be the impact 
on the company if the European countries decide to nationalize 
all foreign industry located there?" A consolidated balance 
sheet for the past five years is revealed in exhibit number six. 
Because this statement is common in present day disclosure 
practices, no further comment is considered to be necessary. 
Exhibit Nos. 7 and 8 
Both of these exhibits supplement the original income state­
ment by revealing percentage trends over the past five years. 
This type of percentage disclosure makes it possible for the state­
ment reader to do an in depth analysis of sales and profit trends 
by geographical area and product line if so desired. 
It is felt that neither the corporation or the accounting 
profession should be responsible for providing the statement user 
with a sophisticated analysis and interpretation of the financial 
data. However, it should be their responsibility to see that the 
financial statements lend themselves to meaningful analysis. In 
other words, the reader should be equipped with the raw data and 
left free to exercise his own judgment. 
A criteria for selecting geographical areas was not mentioned 
in the analysis. It is readily apparent that selection of a rigid 
policy defining various geographical areas for segment disclosure 
would not produce meaningful results if the same policy were 
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forced on all companies. The four geographical areas used in the 
Zutron Industries example were adopted from the 1968 Annual Report 
of Continental Oil Company. The basis for selecting geographical 
areas that would reveal meaningful data would be a matter of 
professional judgment and would undoubtedly vary from company to 
company. Again, it is probable that some groups would feel that 
the flexibility of this arrangement is undesirable because the 
fraudulently minded two percent of the population would take 
advantage of the opportunity and mislead a potential investor. On 
the other hand, if accountants refuse to accept the responsibility 
of rendering professional judgment in areas where financial state­
ment disclosure could be improved upon, they run a far greater risk 
of having their statements ignored. 
In a recent address before the New York City alumni of Beta 
Gamma Sigma, J. S. Seidman, a past president of the American 
Institute of Certified Public Accountants and a member of the 
Accounting Principles Board, said, "The primary role of the CPA is 
to protect the investor. If the accounting profession fails at 
18 this task... the public will strike back." The foregoing state­
ment reflects the challenge that the accounting profession is faced 
with if it wants to keep pace with a rapidly changing financial 
world. 
S. Seidman, "Professional News", Journal of Accountancy, 
May 1969, p. 18. 
CHAPTER V 
SUMMARY AND CONCLUSION 
Accountancy has a duel effect on economic development. On one 
hand, it is the basis for generating sufficient investor confidence 
to stimulate the flow of investment capital and restrict unproductive 
savings practices. On the other hand, effective accounting techniques 
are a necessary prerequisite to the efficient use of capital. Both 
aspects are important and will play a role in the nation's economic 
programming. Accordingly, financial reporting, internal organization, 
and accounting principles have a significant influence. 
Economic growth is one of the necessary elements in assuring 
national stability. So important is the growth problem to the future 
of our economy that President Kennedy, in August, 1962, established 
a new Cabinet Committee on Economic Growth to coordinate federal 
activities and advise the President on steps to accelerate the 
growth of our economy. Included among the elements the Committee 
said are necessary for sustained economic growth is the investment 
19 factor. Since there is a high correlation between capital investment 
19 Bernard L. Martin, Contemporary Economic Problems and Issues. 
(South-Western Publishing Co., 1966) p. 4-5. 
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and total productivity in the American economy, any measures that 
will increase the total capital outlay or improve the productivity 
of the capital outlay per dollar of investment will help to accelerate 
the growth of economic activity in our economy. 
The Committee also pointed out that growth was essential if we 
are to meet the rapidly growing needs in the public sector of our 
economy, especially in the fields of education, transportation, 
20 urban renewal, and public health. Because the accounting profession 
has a major part in the communicating of information that investors 
use, it is an important link in allocating the financial resources 
effectively. 
One author summarizes this relationship in the following 
manner : 
"The information requirement... implies the need for a 
communication network through which insight may be obtained 
on the value of various investment opportunities. Such an 
information system must supply relevant data which will 
facilitate the investment decision process. This is, or 
ought to be, a basic purpose of financial reporting. 
Financial accounting, then, must generate quantitative data 
which will assist in making rational investment decisions. 
And, further, these decisions should facilitate the orderly 
and intelligent operation of the economic system including the 
maximization of the contribution of economic resources to 
society.21 
This is only one aspect of the total social benefits that ex­
ternal corporate reporting should seek to satisfy. The Anti-trust 
Division of the Department of Justice was the primary agency in 
20lbid., p. 6. 
Z^Thomas R. Dyckman, "On the Investment Decision", The Accounting 
Review, April 1964, p. 285. 
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bringing to light the disclosure problem relating to the "conglomerate" 
enterprise. Attention was focused on the "conglomerates" because 
they had possibly failed to meet up to another social objective of 
corporate reporting... calling attention to monopoly profits. In the 
interest of sustaining our "free enterprise" system, information 
which is likely to influence socially desirable behavior and dis­
courage undesirable behavior should be an important factor in 
corporate reporting. 
The role of the government economists play in regulating, measuring, 
and adjusting many of the economic forces that are important in 
providing growth and stability in the American economy cannot be 
denied. Helping to provide these decision making agencies with 
data that can be meaningful in accomplishing their objectives is 
another social value that corporate reporting should satisfy. This 
aspect of reporting has been summarized as follows: 
"Certain data are made available to tax authorities and 
regulating agencies as a matter of law, but other external users 
cannot insist on data of any kind; rather they must be 
satisfied with what is offered them. Nevertheless, both a 
growing sense of social responsibility and an awareness of 
what may be considerable self-interest at stake are leading 
businessmen to be more and more concerned about the external 
users of accounting data. Further, many outside uses of 
accounting data may be of help to the businessman himself. 
Economists' research on business growth, efficiency, and 
relative profitability, for example, may contribute directly 
to the improvement of business decisions; business managers 
are coming to depend upon national income data, input tables, 
flow of fund reports, and the like in making plans for the 
future. Published accounting data should serve the other 
social functions as well: calling attention to monopoly 
profits, and providing relative profitability figures to 
potential entrants into an industry, for example."22 
22 
Edgar 0. Edwards and Phillip W. Bell, "The Theory and Manage­
ment of Business Income", (Berkeley: University of California 
Press, 1961), p. 5. 
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While the foregoing comments take into consideration benefits 
that would appear to be far removed from just providing a "fair 
statement" that is in accordance with generally accepted accounting 
principles, the concepts contained therein are vital factors if the 
accounting profession is going to establish corporate reporting 
objectives that are meaningful to investors, creditors, stockholders 
and other statement users. 
In summary, there have been and continue to be different 
viewpoints on specific issues within the profession. This could 
scarcely be avoided in any large group of highly trained individuals 
who are dedicated to improvement of their own performance. The 
machinery is there if the channels of communication among groups 
and organizations involved are kept open. The progress that has 
been made in the past should augur well for the future. 
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